4 Phelps, College Board Subsidies responsibilities were added to its portfolio. They were added because society needed certain tasks accomplished.
Shortly after World War II, during a key phase in the history of educational testing, College Board joined with the Carnegie Foundation and the American Council on Education (ACE) to create the Educational Testing Service (ETS), an independent scientific community dedicated to developing and administering standardized tests. ETS was handed responsibility for several ongoing testing programs, including the national teacher examinations (from ACE), graduate records examinations (from Carnegie), and the SAT (from College Board).
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Some programs became ETS's to own, others just to manage. All the programs met important public needs, but none were moneymakers at the time.
Most reasonable observers would agree that each of the testing programs was managed responsibly and benevolently in the ensuing decades. Safely incubated for a half-century, these well-cared-for social programs increased in value and now attract rich suitors in the open marketplace.
Thus, the current leadership of these organizations created at most a small portion of the value in the products they now own. The programs were developed and improved largely through the efforts and expenditure of the public, either directly through government agencies, or indirectly through the tax relief offered nonprofit foundations. 4Common Core critics will notice similarities with the Council of Chief State School Officers (CCSSO) and the National Governor's Association (NGA), two organizations that, despite their official-sounding names, are private, independent, and beholden primarily to their own boards. Though the public and some foundations paid to develop the Common Core ETS's Randy E. Bennett is a major player in some of the more high-profile education program extravaganzas of our age. Several years ago, he penned a guide to the moral restraints that non-profit educational testing firms should assume for themselves. 5 In the words of then-ETS President Kurt Landgraf (p. i),
In this paper, Bennett uses ETS as a case study. He begins by reviewing the federal tax code relating to educational nonprofit organizations. He then analyzes the circumstances that led to ETS's founding. Finally, he offers thoughts on how that tax code and organizational history might be used to guide ETS in making decisions about its future.
The first section perfunctorily lays out the IRS guidelines for nonprofit organizations. The second describes at length the angst of mid-20 th -century educational testing leaders, such as Carl Brigham, Henry Chauncey, and James Conant. They worried about how to balance the need for a sustaining return on investment with the public interest, ongoing research, and objective science. Their tentative solution was to incubate educational test development inside nonprofit organizations resembling university research centers, run by applied scientists. standards, the CCSSO and NGA co-own the copyright.
5Bennett, R.E. (2011). What Does It Mean to Be a Nonprofit Educational Measurement
Organization in the 21st Century? Princeton, NJ: ETS.
Ironically, the latter, third section of Bennett's report, meant to cover organizational behaviors of the past half-century and the future, comprises only several paragraphs. In it (p. 9), he writes, The challenges that Brigham, Chauncey, and Conant posed well over 50 years ago remain largely unresolved today. This is an understatement. Even a casual observer would recognize little similarity between the well-defined and limited roles of educational testing nonprofits from the mid-20th century into the 1990s, and their aggressive market behavior today.
Arguably, ETS first signaled the new order at the turn of this century when Kurt Landgraf was hired, at a corporate CEO's salary, to replace Nancy Cole, the last in a stream of psychometrician CEOs who had run ETS from its origins. As the New York Times reported, 6 Buoyed by growing revenue, the Educational Testing Service … last year gave one-time bonuses of as much as $366,000 to 15 of its officers." E.T.S., the world's largest testing organization, has traditionally paid salaries comparable to those at colleges, universities, and groups like the College Board, which administers the tests that the service devises for it.
6Lewin, T. (November 23, 2002). "Corporate Culture and Big Pay Come to Nonprofit
Testing Service". New York Times. http://www.nytimes.com/2002/11/23/us/corporateculture-and-big-pay-come-to-nonprofit-testing-service.html?mcubz=1 But under the leadership of Kurt Landgraf, a former chief operating officer of the DuPont Company who became president of E.T.S. two years ago, compensation has soared.
Mr. Landgraf himself received nearly $800,000 for his first 10 months on the job-about twice as much as Gaston Caperton, who heads the College Board-and more than all but two college presidents in the nation. One new vice president earned $25,700 for her first five weeks on the job and received a one-time payment of $212,306." The new order has also torn the boundaries between organizations that gave each a well-defined role, and kept each in its place. ETS, for example, created new corporate entities to compete in the occupational-testing market and the K-12 classroom testing market against national tests 7A popular narrative has it that Landgraf was hired to right a mismanaged, sinking ship, but Lewin of the New York Times reported:
"Through much of the 1990's, E.T.S. lost money. In the fiscal year ended July 1998, it had a deficit of $8.2 million. In 1999, the deficit was reduced to $206,256, and in 2000 -the year before Mr. Landgraf arrived -the service had an operating surplus of $29 million, which grew to $34 million last year." 8Strauss, V. (September 20, 2015 Historically, the College Board had hired others-usually ETS-to develop and administer its tests (which explains why so many erroneously assumed that ETS owned the SAT). In more recent years, however, College Board has become more aggressively competitive. The "new" SAT-built to align with the Common Core standards-was developed in-house, with an expanded staff of testing experts mostly hired away from rival firms, including a large contingent who had worked at ACT, College Board's chief rival in college admission testing.
Cleaning House
Whether by design or default, College Board would rapidly transform in Coleman's image. Some balked at the new CEO's ambitious plans and schedule for achieving them, leading to an exodus of veteran employees.
After two years of 11 and 10% growth, College Board's total payroll declined by 6% in the first full fiscal year of David Coleman's management.
Of the 21 members of College Board's top leadership the year before David
Coleman's arrival, only five remained the year after, and two of them were demoted. Eight were awarded a total of $3.4 million in severance. One former senior vice-president, who strongly disagreed with Coleman's direction, received extremely large severance packages in each of two years. By the end of 2015, three quarters of the top leadership had worked at College Board for less than two years.
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It would be understatement to assert that the transition-accommodating a new CEO and leadership team, re-engineering the SAT (and PSAT) with radical changes promised, and pulling SAT development in house-did not transpire smoothly.
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Among the snafus:
• Board handed the firm a $3 million upfront payment, which was never returned, and the work was never completed.
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• College Board administered a test form in Asia though aware that it had been compromised, reproduced, and published by a Chinese test prep firm.
16
• A misprint in some test materials resulted in some students being allowed 20 minutes and others 25 to complete the same section of the SAT.
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• Having to release a new PSAT before the redesigned SAT was completed (because the PSAT is used to prepare for the SAT), • Though the timeline for the SAT redesign was too rushed to adhere to reasonable quality standards, it was still completed a year behind schedule.
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• Complaints arose that the new SAT math questions were so wordy they advantaged highly verbal students and disadvantaged the many students with competent math skills but inferior verbal skills.
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• College Board has long borne an outspoken coterie of critics, including those opposed to any standardized testing for any number of reasons. In the wake of the past decade's salary grabs among testing-firm leaders, however, others have argued that the public service, "charitable" mission that justifies their tax-free status has been compromised. Some suggest College Board should be taxed; others that it be regulated like a utility. Moreover, if
College Board is a profit-making firm that handsomely enriches its leadership, why should governments and foundations subsidize the purchase of its products? Isn't that favoring one competitor over others?
Hedge Hogging
At first glance, College Board's IRS filings indicate revenues and expenditures itemized across all regions of the world. The SAT alone is administered to students worldwide, so it seems reasonable that College
Board would have representatives scattered throughout.
Look closer, however, and one may notice assets in the Caribbean many magnitudes larger than those in other regions, including Europe and Asia.
Ordinary College Board programs?
Apparently not. In recent years, these assets, mostly in the Cayman Island, but also in the British Virgin Islands and Mauritius (in the Indian Ocean), A for-profit arm of College Board, with a quarter billion dollars nestled in offshore tax havens, has not paid any tax in the several years it has filed separate returns. Deductions, credits, and paper losses seem available aplenty. Nonetheless, despite seemingly limping along without taxable gains, the fund has grown mightily, or did until the 2015 tax year when it was, apparently, tapped to plug the hole in revenues left by the various aforementioned fiascos (see Figure 1 ).
28College Entrance Examination Board (CEEB). (2010-2013). Form 990-T: Exempt 0rganization Business Income Tax Return (and proxy tax under section 6033(e)
). All US nonprofits must file an annual Form 990 with the Internal Revenue Service. Since 2010, College Board has also filed a Form 990-T, because some of its revenues and expenditures, including those from offshore hedge funds, lie outside its nonprofit, "charitable" mission. They pay tax or, rather, they are legally obligated to pay tax on these activities. College Board has held money in offshore hedge funds at least since 2007 but, prior to 2010, included it in the non-taxable portion of their activities, on their Form 990. All seems to be legal. As a 501(c)(03) nonprofit, College Board is an
Organization that normally receives no more than one-third of its support from gross investment income and unrelated business income and at the same time more than one-third of its support from contributions, fees, and gross receipts related to exempt purposes."
The existence of a quarter-billion dollars stashed in offshore tax havens prompts some questions, however. For example,
• Why is a "public-serving" nonprofit investing overseas instead of in the U.S.?
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• How does a public-interested nonprofit come by such a surplus in the first place, unless it has been charging its clients fees much higher than needed to cover operating costs?
• With so many resources already available, why is College Board soliciting government subsidies, foundation grants, and the volunteer labor of several hundred good Samaritans each year?
• Are those who volunteer resources to the College Board as a charitable organization aware of the nature and scale of the assets College Board management controls?
• Does it leverage the offshore money to fund operations, subsidizing its activities in competitive markets?
The answer to the last question appears to be, yes. In some recent years the offshore accounts made from one-to-four-million-dollar "charitable contributions" to an unidentified recipient. Was that recipient, perhaps, the nonprofit, "charitable" College Board? Charitable contributions, of course, are tax deductible.
Far larger amounts, however, accrued from asset sales-of securities or partnerships from the offshore accounts, as well as securities held in the US (see Figure 2) . 35There was a time when state university systems accepted only one or the other, which gave rise to the phrases "SAT state" and "ACT state," with SAT dominant on the east and west coasts and ACT dominant in between the Appalachians and the Rockies. Some of this legacy endures, but more as inertial habit than policy. College Board promotes other products from each of these three platforms.
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For example, they advertise several other products-ones that face market College Board adds its own discount of about $31 for every fee waiver student, and boasts that its subsidy exceeds the federal government's. The top vote getter (at 80 percent) among college admission counselors is the ill-defined "college-prep courses". By that NACAC apparently means core courses, such as, for example, in math, four years worth of math that includes, at least, algebra 1 and 2, geometry, and trigonometry. 57 Meanwhile, "AP courses" was cited as a factor of considerable importance by only 7% of NACAC survey respondents. For its part, College Board exploits the confusion to claim AP courses as "college-prep courses". • The year that College Board hired David Coleman to replace Gaston Caperton as president, the College Board awarded CCSSO the largest grant by far that is has awarded to date: $4 million.
• The College Board also awarded several grants to the other Common Core co-owner, the National Governors Association (NGA), totaling $180,000.
• The year that David Coleman was hired (and the same year of the $4 million CCSSO grant), the College Board awarded $70,000 to Common Core mouthpiece, the Thomas B. Fordham Institute.
In short, the College Board is the most lucrative nonprofit for its officers than any other whose tax forms I have read to date, and the timing of some of its grants bespeaks back-scratching among Common Core associated nonprofits. 
What is College Board's Purpose, Again?
Currently, College Board posts at its website this mission statement, The College Board is a mission-driven not-for-profit organization that connects students to college success and opportunity. 63 Historically, the primary justification for use of the SAT or ACT distilled down to predictive validity. For about 50 dollars, students and colleges received about eight percentage points of "incremental predictive validity," from the old SAT, which was designed to help predict students' future academic success. "Incremental" means the predictive power uniquely attributable to the particular measure. After accounting for the predictive power of all other factors-high school grades and course selection, recommendations, extracurricular activities, admission essay, etc.-the SAT alone uniquely accounted for another eight percentage points of the correlation between students' high school record and college academic performance.
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The SAT's incremental predictive validity was so high, in part, because it was not aligned to the high school curriculum. College admission counselors already possessed measures of students' mastery of the high school curriculum: grades, grade-point-average, class rank, class rank adjusted by 63https://www.collegeboard.org/about 64Phelps, R.P. (2003) . The old SAT's high incremental validity stemmed from several factors:
• High school grades (and grade-point averages) are not reliable. An "A" at one school can represent quite a different level of achievement than an "A" at another school. Moreover, high school grades have "inflated" over time such that they often reveal little variation within the same school.
• The high school environment deadened the motivation of some types of students who then thrived in the very different and more demanding (but, more open) environment of college.
• The college curriculum is not just a continuation of the high school curriculum; it is very different. Indeed, some subject fields offered in college do not even exist in high school, and vice versa.
• Some very bright students attend academically poor high schools, through no fault of their own, and can thrive in more academically vibrant colleges.
• Some students who do well in the relatively regimented structure of high schools-spending all day in the same building on the same daily schedule, with assigned daily homework and classroom worksheets, for example-feel out of place in college, where far more is left to the individual student to manage.
Recall that the impetus for the original, post-World War II, modern version of the SAT was to find "diamonds in the rough," bright students who may have not done well in a perhaps inferior high school, but who could do well in college. The intention was to broaden the admission pool at elite colleges beyond legacy students and children of the rich and famous who could afford to attend elite private high schools.
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The sales pitch for the current SAT shifts the focus to its retrospectively strong alignment with the past high school curriculum and gleefully repudiates the College Board's most noble tradition and most valid purpose.
If the new SAT is very strongly correlated with the high school curriculum, how can it be any better an indicator of college potential than high school rank or grade point average adjusted for high school rigor? Generally, the more strongly aligned retrospectively an admission test is to a past curriculum, the less predictive it is of future work in college. Though titled a predictive validity study, it was not. Rather, it was a "concurrent validity" study. Students in the fall of their first year in college had already begun their college courses. Moreover, they were one to two years more advanced in their studies than they had been when they sat for the old SAT.
According to the College Board, the results of their study show that the predictive validity of the new SAT is even better than before.
We shall see. The new SAT has been administered for over a year now. Over making investments that would benefit the public. These public-spirited entities likely did not think then that they were creating, and likely would not have wished to create, an aggressive, strategic education market carnivore, motivated to engulf and devour as much market share and profit as possible.
The circumstances bear some similarity to the private oligopolies created during the collapse of the Soviet Union. Corporate managers received a windfall -they had done little or nothing to create the assets they now controlled.
As anyone who has completed an introductory economics course knows, unregulated monopolies can charge substantially higher prices than can entities facing market competition. Or, if prices are somehow constrained by politics or culture, they can lower quality. Because standardized testing is so difficult for the public -and most test-takers and test-users -to understand, test developers can easily and profitably cut corners.
David Coleman received favorable press coverage in the early months of his tenure due to his apparent willingness to consider the more popular complaints about the SAT and make changes to suit.
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Not considered as 73A case in point is College Board's current advertising of its test preparation service. It is widely, and falsely, believed that test preparation services can substantially increase a student's performance on standardized tests. But, research conducted by testing firms (including College Board) and a grand gaggle of independent researchers has found only modest gains. Now College Board is claiming that just 20 hours use of its test prep service will increase one's SAT score by 115 points-a huge boost. But, wait. Isn't the new SAT supposed to be test prep-proof? That was one of the original sales pitches used to justify the SAT redesign in the first place (and remains one of the current sales pitches). Moreover, if it is that easy-just 20 hours will do it-won't all students partake of the windfall, gain 115 points, and move the entire scale distribution 115 points higher? The SAT is graded on a curve, after all: one's score is relative to everyone else's. much, perhaps, were the reasons many uncomplaining clients were happy with the SAT the way it was. Many of the "improvements" to College Board's products that Coleman promised early on were simply not feasible without degrading some of their better qualities.
Self-inflicted wounds characterized the first few years of David Coleman's College Board years, blunders in number and of a magnitude that could have bankrupted any normal firm in a competitive market. But, College
Board is not a normal firm, and it may not be competitive, either. Its huge pile of investments and unassailable governance structure grant the current leadership the power to endure, and wider latitude to make mistakes than most leaders get.
Despite all the snafus, the number of College Board employees with annual salary and benefits packages exceeding $100,000, continued its steady climb through the rocky transition of David Coleman's first few years (see "Coleman condemned the old SAT and its competitor, the ACT, calling them out of touch, and sometimes inadvertent culprits in creating educational inequity. "It is time to admit that the SAT and ACT have become disconnected from the work of our high schools," he said. "Too many feel that the prevalence of test prep and expensive coaching reinforces privilege rather than merit. 
Conclusion
At least four aspects of College Board's current circumstances seem problematic:
• College Board enjoys monopolies in key markets and leverages those monopolies to support its competition in non-monopoly markets against competitors who enjoy no monopoly safe havens.
• It retains a huge next egg of investments that the current leadership of College Board did nothing to attain, much of it harbored in offshore tax havens, that it uses to support its competition in non-monopoly markets against competitors who enjoy no similar advantage.
• Its governance structure appears impregnable. The current leadership, and the current CEO, can do what they please with legacy monopolies and assets, with little possibility that the organization will hold them to account for their behavior.
• College Board leadership pays itself large salaries that seem exorbitant considering both the organization's charity status and the profound mismanagement of the past several years.
The public policy solution to these problems would seem obvious in the abstract. Either regulate the monopoly parts, as is done with public utilities, or break up the College Board, as was done most famously with Standard
Oil a century ago, and continues to be done currently during corporate takeovers.
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Another option might be to investigate and eliminate any barriers to entry by potential competitors. The participation of so many educational institutions as both members of the College Board and users of its services could perhaps be considered collusion -a restraint on competition for the AP and other programs -and therefore subject to antitrust remediation.
Regardless of the economic and legal realities, however, College Board presents itself as a charitable nonprofit whose sole mission is to serve the public good. Yet College Board behaves much like a private, aggressive, 74For example, when Interbrew of Belgium purchased Anheuser-Busch, it was forced to divest the US distribution rights of the Corona Mexican beer brands. When Bayer of Germany purchased Monsanto, it was forced to divest itself of Bayer, USA geneticallyproduced seeds and traits.
